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Eneclosure E

The Institute for Strategic Studies (ISS) recently (September
1967) published an estimate of Soviet military expenditures for
1965 of 24.5 billion rubles, which they convert to the equivalent
of $27 billion.

The ISS sstimatea of Soviet militery expenditures are based
on the work done by lubell and Benoit, whose estimates for 1967
are included and explained in Dissrmament and ‘World Beomomic
Interdependence. (Columbia University Preas, 1396
estimates were in some csges updated by the ISS in comsideration
of later, although uncited, information.

The low 185 figure for the dollar valus of Soviet militery
outlays is the result of epplying an inadequate conversion metho-
dology to its ruble estimate for 1965. Apparently, the 1SS
merely converted its figure of approximately 24.5 billion rubles
{(vhich was arrived at by an update of Iubell end Benoitts 1962
figure) by means of the officisl exchange rats. This, eccording
to Lubell and Bemoit themselves, is an insufficient method, and
provides & "poor basis for internationsl comparison of the real
volume of sconomic resources being absorbed by the military pro-
gra.mss) s of different countries.” (Lubell amd Benoit, op. cit. p.

The more scourate method subscribed to by lubell and EBenoit
- but not applied by ISS - would be tc convert the ruble figures
on the basis of purchasing power parities. The use of such ratios
would make adjustments for variances in the genersl price levels
and differsnces in the impact of taxes, subsidies, wsges, and so
forth, on different sxpenditurs categories.

Hed the purchasing power parity method besn used the authors
would have obtained a much higher figure for the dollsr sgquivalent
of Soviet defense expenditures; a figure which we would computs to
be on the order of $50 billion or more.
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3. The estimated percentage of GNF spent on defemse for the
ares as & whole 1s between 4} and 5 percent of GNF, compared %o
sbout 54 percent for the Buropean NATO countries as a group.
Given the range of error in the estimates this difference is
probably not significant,

4. The above estimates for Eastern Burcps should be taken
as only spproximstions, Soms of the problems in estimating pre-
sumably would be solved by further research; some would not.

The estimates are based on the announced military tudget figures,
vhich have bsen adjusted in a number of ways, primsrily to take
scoount of expenditures included elsewhere in the budgeta.




